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ABSTRACT 



This testimony summarizes a report generated by the U.S. 
General Accounting Office concerned with internal control problems found in 
the U.S. Department of Education. Significant internal control weaknesses in 
the U.S. Department of Education's payment processes and poor physical 
control over its computer assets made the department vulnerable to (and in 
some cases resulted in) fraud, improper payments, questionable purchases, and 
lost assets. These weaknesses have affected the U.S. Department of 
Education's ability to provide reliable financial information to 
decision-makers both inside and outside the agency and to maintain the 
financial integrity of its operations. Several instances of fraud were 
identified in the grant and loan areas, and pervasive control breakdowns and 
improper payments in other areas, particularly involving purchase cards. 
Ineffective controls were identified in the third-party draft process, so the 
U.S. Department of Education eliminated their use. Until the U.S. Department 
of Education takes further action to strengthen its internal controls over 
Pell Grants, purchase cards, and computer equipment, it will continue to be 
susceptible to fraud, waste, abuse, and mismanagement in these areas. (RT) 
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Mr. Chairman and Members of the Subcommittee: 



I am pleased to be here today to discuss the final results of our review of 
the Department of Education’s disbursement processes and how significant 
internal control weaknesses led to instances of fraud and other improper 
payments. My testimony summarizes our report being released today, 1 
which discusses the internal control problems we found at Education, the 
resultant improper payments, and recommendations for strengthening 
internal controls over disbursements. 

As we discussed in our two testimonies before this subcommittee last 
year, 2 the Department of Education has a history of financial management 
problems, including serious internal control weaknesses. These 
weaknesses have affected Education’s ability to provide reliable financial 
information to decisionmakers both inside and outside the agency and to 
maintain the financial integrity of its operations. We and Education’s Office 
of Inspector General (OIG) have issued many reports over the last several 
years on the financial challenges facing the department and the need to 
eliminate internal control weaknesses to reduce the potential for fraud, 
waste, abuse, and mismanagement. 3 In addition, since 1990, we have 
designated Education’s student financial assistance programs as a high-risk 
area for fraud, waste, abuse, and mismanagement. 4 Given the billions of 
dollars in payments made by Education each year and the risk of erroneous 



^.S. General Accounting Office, Education Financial Management: Weak Internal 
Controls Led, to Instances of Fraud, and, Other Improper Payments, GAO-02-406 
(Washington, D.C.: March 28, 2002). 

2 U.S. General Accounting Office, Financial Management: Poor Internal Cont rol Exposes 
Department of Education to Improper Payments, GAO-01 -997T (Washington, D.C.: July 24, 
2001) and Financial Management: Internal Control Weaknesses Leave Department of 
Educa tion Vulnerable to Improper Payments, GAO-01 -585T (Washington, D.C.: April 3, 
2001 ). 

3 U.S. General Accounting Office, Financial Management: Financial Management. 
Challenges Remain at the Department of Education, GAOAT-AIMD-OO-323 (Washington, 
D.C.: September 19, 2000); Financial Management: Review of Education's Grantback 
Account , GAO/AIMD-OO-228 (Washington, D.C.: August 18, 2000); Financial Management: 
Education's Financial Management Problems Persist, GAO^T-AIMD-00-180 (Washington, 
D.C.: May 24, 2000); and Financial Management: Educa tion Faces Challenges in 
Achieving Financial Management Reform , GAO/T-AIMD-00-106 (Washington, D.C.: 

March 1, 2000). 

4 U.S. General Accounting Office, Major Management Challenges and, Program Risks: 
Department of Education, GAO-01-245 (Washington, D.C.: January 1, 2001) and High-Risk 
Series: An Update, GAO-Ol-263 (Washington, D.C.: January 1, 2001). 
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or fraudulent payments making their way through Education’s processes 
without prevention or detection, you requested that we audit selected 
department accounts that may be particularly susceptible to improper 
payments. 

In response to your request, we assessed internal controls over Education’s 
processes for (1) disbursing grants and loans, (2) paying for purchases with 
third party drafts, and (3) use of government purchase cards, and 
determined whether any fraudulent or otherwise improper payments were 
made in these areas. Our review covered the period May 1998 through 
September 2000 during which time Education disbursed $181.5 billion 
through these processes — $181.4 billion in grants 5 and loans, $55 million in 
third party drafts, and $22 million in purchase card transactions. While we 
identified some fraudulent and improper payments, our work was not 
designed to identify all fraudulent or otherwise improper payments made 
by the department. In addition, we assessed Education’s physical controls 
over its computer equipment. We also assessed the effectiveness of 
changes to Education’s process for purchase card purchases, which took 
effect in July 2001 following our prior testimony before this subcommittee. 
Our work built upon earlier work done by Education’s OIG in which the 
OIG identified weaknesses in the department’s third party draft and 
purchase card processes. 

To summarize, we found that significant internal control weaknesses in 
Education’s payment processes and poor physical control over its 
computer assets made the department vulnerable to and in some cases 
resulted in fraud, improper payments, and lost assets. We identified several 
instances of fraud in the grant and loan areas and pervasive control 
breakdowns and improper payments in other areas, particularly involving 
purchase cards. Further, because of the risks we identified in the third 
party draft process, Education eliminated their use. My testimony today 
discusses our findings in each of these areas, as well as some of the actions 
Education has taken to address the problems we identified. 



6 Because Education’s Pell Grant data are maintained by school year, the time frames for the 
Pell Grant disbursements we reviewed were for school years 1997-1998, 1998-1999, and 
1999-2000. 
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